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Disclaimer

The Financi al Oversight and Management Board for
Boardo) has formulated this 2020 Fiscal Plan basec
from the Commonweal t homfmo®PwealkohROcor (the fiGover n|

This document does not constitute an audit conducted in accordance with generally accepted
auditing standards, an examination of internal controls or other attestation or review services in
accordance with standards estalished by the American Institute of Certified Public Accountants
or any other organization. Accordingly, the Oversight Board cannot express an opinion or any
other form of assurance on the financial statements or any financial or other information or the
internal controls of the Government and the information contained herein.

This 2020 Fiscal Plan is directed to the Governor and Legislature of Puerto Rico based on
underlying data obtained from the Government. No representations or warranties, express or
implied, are made by the Oversight Board with respect to such information.

This 2020 Fiscal Plan is not a Title 11l plan of adjustment. It does not specify classes of claims and
treatments. It neither discharges debts nor extinguishes liens.

This 2020 Fiscal Plan is based on what the Oversight Board believes is the best information
currently available to it. To the extent the Oversight Board becomes aware of additional
information after it certifies this 2020 Fiscal Plan that the Oversight Board determine s warrants
a revision of this 2020 Fiscal Plan, the Oversight Board will so revise it.

For the avoidance of doubt the Oversight Board does not consider and has not considered
anything i n t he 2020 Fiscal Pl an as a fi.r e c o mme
Nevertheless, to the extent that anything in the 2020 Fiscal Plan is ever deemed by the Governor

or Legislature or determined by a court having subject matter jurisdiction to be a
firecommendati ond pursuant to Secti opsitAnchieeo2) , t he
Fiscal Plan pursuant to PROMESA Section 201(b).

Any statements and assumptions contained in this document, whether forward -looking or
historical, are not guarantees of future performance and involve certain risks, uncertainties,
estimates and other assumptions made in this document. The economic and financial condition
of the Government and its instrumentalities is affected by various legal, financial, social,
economic, environmental, governmental and political factors. These factors can be very complex,
may vary from one fiscal year to the next, and are frequently the result of actions taken or not
taken, not only by the Government and the Oversight Board, but also by other third -party entities
such as the government of the United States Examples of these factors include, but are not limited
to:

1 The amount and timing of receipt of any distributions from the Federal Emergency
Management Agency and private insurance companies to repair damage caused by
Hurricanes Maria and Irma, earthquakes, and the COVID-19 pandemic;

1 The amount and timing of receipt of any amounts allocated to Puerto Rico and provided
under the Community Disaster Loans Program;

 The amount and timing of any additional amounts appropriated by the United States
government to address the impacts of the COVID-19 pandemic;
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1 The amount and timing of receipt of any additional amounts appropriated by the United
States government to address the funding gap described herein;

1 The impact of the COVID-19 pandemic on the financial, social, economic, and demographic
condition of Puerto Rico;

1 The impact of the measures described herein on outmigration; and
1 The impact of the resolution of any pending litigation in the Title Il cases

Because of the uncertainty and unpredictability of these factors, their impact cannot be included
in the assumptions contained in this document. Future events and actual results may differ
materially from any estimates, projections, or statements contained herein. Nothing in this

document should be conddered as an express or implied warranty of facts or future events;
provided, however, that the Government is required to implement the measures in this 2020

Fiscal Plan and the Oversight Board reserves all its rights to compel compliance. Nothing in this
document shall be considered a solicitation, recommendation or advice to any person to
participate, pursue or support a course of action or transaction, to purchase or sell any security,
or to make any investment decision.

By receiving this document, the recipient is deemed to have acknowledged the terms of these
limitations. This document may contain capitalized terms that are not defined herein or may
contain terms that are discussed in other documents or that are commonly understood. You
should make no assumptions about the meaning of capitalized terms that are not defined, and
you should refer questions to the Oversight Board at comments@oversightboard.pr.gov should
clarification be requi red.
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Executive Summary

Executive Summary

The Puert o Rico Aqueduct and Sewer Authority (fAthe
committed to providing reliable, affordable, and safe water and wastewater services

to the people of Puerto Rico. However, PRASAG6s current financi a
requires sustained improvement in order to keep this commitment. Between 2012 to 2014, major

credit agencies downgraded PRASA to below investment grade, citing high operational

deficiencies, historically poor financial performance, and high capital requirements to conduct

critical and mandated upgrades. This is not the first time that PRASA has been downgradedbelow

investment grade by credit agencies(i.e., 1994), suggesting that these are longstanding challenges

and deficienciesthat have gone unaddressed.

Despite efforts to improve operations and become
historical challenges persist, including:

1 Non -revenue water : PRASA estimates that55% of the water its produces is lost before

reaching its customersduet o water | eaks, over fl ows, t heft |, an
levels of non-revenue water presents a signifcant challenge to its financial sustainability and
water availability, increasing rates and maki n

particularly vulnerable to droughts. PRASA has not made progress on implementing a
program for reducing non -revenue water despite committing to doing so in past fiscal plans.

9 Accurate metering and effective customer service : PRASA continues to depend on old
mechanical meters that have an estimated error margin of up to 15%, forcing it to estimate
system-wide consumption rather than using actual readings.! Inaccurate readings, combined
with the fact that PRASA does not measure its water production, precludes PRASA from sizing
the impacts of non-revenue water and understanding customer consumption patterns.

1 System reliabil ity and resiliency: PRASA continues to underspend on its maintenance
program. As of April 2020, its spending on maintenance was 20% less than what was budgeted
year-to-date. Moreover, a majority of its program is focused on corrective maintenance
instead of preventative maintenance, increasing costs and suggesting PRASA is reacting to
faults and breaks after the fact as opposed to preemptively addressing them.

1 Water Quality : PRASA has been operating under an Environmental Protection Agency
(AEPAO) BahthedDepaf Justice (ADOJO) water health,
since 2015 and a Transactional Agreement with the Puerto Rico Department of Health
(PRDOH) since 2006. Ath ough Puerto Ricobs water is safe to
from the past five years indicate troubling trends regarding health-based violations, such as
nitrates and chlorine -based disinfection byproducts.2 PRASA continues to operate under the

1 Professional Opinion Report: Puerto Rico Aqueduct and Sewer Authority, prepared by Raftelis Financial
Consultants, 2016.

2 SafeDrinking Water Information System (SWDIC) Federal Reporting Services, USEPA, Quarter 4 2019.
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Executive Summary

consent decree and transactional agreement because it has not yetompleted all necessary
health and safety projects and is not projected to do so in FY20213

1 Capital Improvements ; Delivering its Capital | mprovement
consistent challenge for PRASA.In FY2019, PRASA only delivered on ~30% of its CIP budget
($43M). While the lockdown measures enacted in response to the COVID19 pandemic
required PRASA to temporarily suspend CIP work, PRASA had only delivered ~50% (~$43M)
of its FY2020 budget in the first nine mo nths of the fiscal year.*

1 Rates: In the past, PRASA failed to increase rates to fully recoverits costs, consistent with
standard utility practices. Recent rate increases under the current rate structure are still
insufficient to cover annual operating expenses, debt service obligations, and capital
requirements, while also nearing levels of unaffordability for low-income customers.

These financial and operational challenges have been exacerbated by trends and events outside of
PRASAG6s cont randmic cabtmagtioniandgopelation decline have caused revenues to

decline over time, limiting the resources available to maintain and invest in its system. Moreover,
PRASAG6s infrastructure suffered extensiveandamages
the 2020 earthquakes, while the COVID-19 pandemic caused a sharp decline in collections

interrupted capital project activities, and added unforeseen operational expenses at the end of

FY2020.

When compared to its pre-2 017 stat e, P R A &diiéns hasf impraved.c Bya | co
implementing various revenue enhancing and expense reducing measures, including modest and

gradual rate increases acrossall customer classes, improving collections from government
accounts, reductions in electricity consumption, P RASA has been able to reduce, albeit not
eliminate, its structural deficit. Moreover, by reducing its debt service cost through the federal

debt reprogramming with its federal partners , PRASA has been able to achieve sustainable levels

of debt service.

However,the maj ority of PRASAOGs efforts in the past h
with |little emphasis given to operational defici
both aspects by:

1 Implementing measuresto improve operational effi ciency and maintenance effectiveness
1 Executing its CIP to maintain and upgrade water system safety, reliability and resilience

1 Collecting revenues sufficient to maintain financial sustainability and regain access to short-
term and long-term capital markets at reasonable interest rates to meet its borrowing needs

M

PRASAG6s 2020 Fiscal Pl an prits Vinadcelsandeo pecatodamap f or
transformation by addressing the structural deficiencies which have prevented
PRASA from achieving long -term sustainability.

Without the implementation of aggressive operational reforms , PRASA is projected to generate a
structural deficit of $1 .7 billion between FY2020-FY2025, driven by:

3 Fiscal Year 2016 & 2 ORefortfOordPRASA,Iperformeg byEAncgdis ane publiéhed in December
of 2017

4 Excludes Emergency/Permanent Works projects, which are projected to be funded with FEMA funds
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Executive Summary

1 Falling revenues from a shrinking customer base and economy
Rising operating expenses in line with inflation

1 A large capital program that needs to be selffunded due to a lack of access tashort-term and
long-term capital markets at reasonable rates

=

PRASA and The Financial Oversight and Management Board for Puerto Rico

(AFOMBO or the @AOversight Boar doneastresv that, ifdent i f i
successfully implemented, would improve  PRASA 6 sfinancial and operatio nal
performance . The 2020 Fiscal Plan includes the following 11 measures related to revenue
enhancement, cost reduction, and federal funding. These must be executed by
Management Office and could potentially result in a ~$1.6 billion positive impact ©:

1. Rate Adjustments ($ 908 million between FY2020 -FY2025) 7: continue with the
scheduled implementation of modest rate increases in both FY2021 and FY22209 consistent
with past Fiscal Plans and standard utility practice 8 and conduct areview of the current rate
structure with the aim of ensuring simplicity, affordability, and adequate cost recovery in
FY2023 and beyond.

2. Metering and customer service optimization ($33 million) : reduce commercial
water losses and improve customer experisnce and satisfaction either independently or
through a P3 agreement.

3. Chemical expense reduction  ($3 million) : reduce chemical usage and costs through
improved inventorying, contracts negotiation, and installed technology improvements at
Carraizo Dam.

4. Pension reform ($21 million) - improve the financial stability of public employees through
reforms that maintain enough funds for employee pension plans and create a defined
contribution plan foremployees;consi st ent with the Comnosionweal t h
reform measure.

5. Christmas bonus elimination ($16 million) : remove the annual bonus starting in
FY2021

6. Uniform healthcare ($12 million) : implement a newly negotiated medical health plan by
July 1, 2020.

7. Headcount cap ($16 million) : limit P R A S Avibskforce size to 4,600 while a
comprehensive productivity and rightsizing assessment is conducted.

8. Electricity cost reduction ($13.2 million) : reduce electricity costs through increased
efficiency and distributed generation .

9. Physical water loss re duction ($11 million) : reduce physical water losses through

master meter installation, leaks reduction, and pressure management.

5 Unless provided otherwise, measure projections cover FY2021 through FY2025

6 In addition to 11 new measures, the postmeasures financial results includes ~$80 million in completed measures;
these are discussed in Sectior8.1: Recently Implemented Measures

7 Estimate also includes rate adjustments enacted in FY2018FY2020 and estimates addtional rate adjustments that
would occur in FY2023-FY2025 after a rate redesign is implemented
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10. Capital delivery optimization ($5 4 million) :achieve a more costeffective way to deliver
its CIP. The Oversight Board urges PRASA to onboard a Project Management Consortium
(PMC); PRASA also must establish a prioritization criteria for all projects, set up a CIP
tracking tool, and monitor KPlIs .

11. New Federal Funds ($421 million) . obtain new financing from two federal loan
programs: State Revolving Funds (USEPA) and the Rural Development Program (USDA).

However, implementing these measures will not be enought o el i mi nate PRASAOGS
deficit, thus forcing PRASA to draw down approximately $105M from its Current Expense Fund
(CEF) to achieve balanced budgets throughout the Fiscal Plan Period?

Table 0-1 provides an annual and cumulative vi ew o f HAYRALPrA-insasuresand post-
measuresfinancial results. By implementing each of the measuresidentified in the 2020 Fiscal
Plan, PRASA must improve its financial and operational performance, while also ensure
continued investments in its system necessary for mantaining water quality standards and
reliable water supply. PRASA will need to draw down from its CEFto ensure it achieves a balance
budget in all fiscal years.

TABLE 0-1 POST-MEASURES FINANCIAL RESULTS FORFY2020-FY2025, (IN $ MILLIONS )

in $Millions (202 /202 /2022 (202 FY2024 FY2o025

Authority Revenues 945 953 925 914 904 895 5:536

Senior Debt Service (251) (251) (251) (251) (251) (251) (1,505)
Net Operating Expenses (721) (668) (711) (720) (730) (741) (4,291)
Operating Reserve Fund (32) (33) (3) (2) 3) (3 (78)
Capital Improvement Fund (97) (178) (279) (271) (198) (a71) (1,195)

Commonwealth Payment Fund 167

i T T
Measures Benefit 4 44 H
Post-Measures Financia
Funds available at CEF
Transfer to RSA

Final Annual Need

Supporting the execution of the measures mentioned above, the 2020 Fiscal Plan also requires
PRASA to deliver on four enabling measures designed to ensure longterm planning, improve
management controls, and increase operational efficiency and accountability:

1 Project Management Office ( PMO) execution : establish a PMO office tasked and
empowered to ensure the successful execution of themeasures outlined in the 2020 Fiscal
Plan and key internal projects within the organization

1 Emergency response plan and climate risk preparedness : develop and update
PRASAOGS Emer gency andeesspre rfisdimgs Bré antegrated across the
organization and specifically into the CIP

8 Current Expense Fund i According to the MAT,on a mont hly basi s, after the payment
Trustee shall deposit in the Current Expense Fund( CEF) , at the Authorityds request, a
three months of current expenses. As such, the CEF is used to fund current operating expenses of PRASA.

PRASA FISCAL PLAN 1-15
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Executive Summary

M 10-year MasterPlan :P R A S A éysar (a6, to be developed with results from the 2020 US
Census must providealong-termr oadmap to transform PRASAG6s syst
operationally efficient, and financially sustainable system and serve to consolidate
recommendations from other plans and strategies (e.g., Fiscal Plan, Emergency Preparedness
Plan, Climate Change Adaptability Plan)

1 Asset management and maintenance . properly track and monitor the condition of all
PRASA assets and revamp maintenance program from primarily corrective to a more balanced
target that promotes higher preventative maintenance practices

P R A S AhieBpriority must be the timely and comprehensive implementation of the 2020 Fiscal

Plan measures Not execuingthe Fi s c a | Pl an threatens the safety ar
infrastructure, which could potentially put Puerto Ricod eesidents at risk of poor water quality ,

diminished water availability and access and affordability concerns. Provided that the Fiscal Plan

is successfully executed and financial and operational sustainability is achieved, PRASA will be

in a position to accessshort and long-term capital markets at reasonable ratesagain, thus enabling

it to continue providing reliable, affordable, and safe water and wastewater services to Puerto Rico

for the foreseeable future.
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1 Introduction

As the sole provider of public water and wastewater services for Puerto Rico, the Puerto Rico

Aqueduct and Sewer Authority (thefPAut hor i t y 0 ie comnitiedRtd [@aviding reliable,

affordable, and safe water and wastewaterservices tothe people of Puerto Rico. This Fiscal Plan
outlines t he actions t hat wi || e n gpdrforming,PsRfé®y S A b s t
efficient, and sustainable water and wastewater utility in a manner that is beneficial to the

interests of the people of Puerto Rico and compliant with PROMESA

1.1 Purpose of the Fiscal Plan

The 2020 Fiscal Plan has been developed withthe focus and commitment to deliver reliable,
affordabl e, and safe water and wastewater treat me
financial sustainability. In order to implement this Fiscal Plan, PRASA must take or is in the

process of taking the following steps:

Enha nce revenues

Reduce expenses

Improve operational performance

Improve customer satisfaction and experience

Increase water availability and reduce service rationing risks

Execute a Capit al | mpr ov e ment onRimeoagdoa mbufgetC | |

Yo B p R

Successful completion of these steps will place PRASA on a path to achieve financial and
operational sustainability and establish the foundation for PRASA to become a well-performing
utility with access to short-term and long-term capital markets at reasonable rates

1.2 Changes from Previous Fiscal Plan

The major changes from the prior Fiscal Plan, as certified by the Oversight Board on June 25,
2019, are as follows:

1. Updated projection period (from FY2019 through FY2024 to FY2020 through FY2025)

2. Included known and preliminary projected impact of COVID -19 on PRASA sevenues and
collections

3. Revised projections based on updated information, including electricity rates and
macroeconomic assumptions

4. Incorporated the federal debt reprograming into pre-measuresfinancial projections
5. Included new, revised, and updated proposedmeasures
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6. Updated CIP projections

1.3 Aut horityds gener al i nformation

PRASA is a public corporation and governmental instrumentality of the Government of Puerto
Rico (the iGRASRownmaadmopetales the public water and wastewater system (the
ASystemo) of the Commonwealth of Puerto Rico.

1.3.1 Aut hor iMtisgiahand Vision

P RAS Acores mission is to provide high-quality, safe, reliable, and affordable water and
wastewater services to the people of Puerto Rico, protecting their health and the environment. To
accomplish its mission, PRASA has adopted a vision to become atop-performi ng utility while
continuously exceeding customer expectations and ensuring sustainable water resources
management.

1.3.2 History of the Authority

PRASA.Is an instrumentality of the Government created on May 1, 1945 for the purpose of owning
and operating the Governmentd public water supply and wastewater systems?® Exhibit 1-1 below
provides atimeline of PRASAG6s history.

9 Act No. 40
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EXHIBIT -2 THE AUTHORI TY6S HI STORI CAL BACKGROUND

1945 « Authority created through Act No. 40-1945

1990-1993 * PRASA state of emergency declared by Governor:
— PRASA's revenues were deemed insufficient to cover all obligations
— PRASA was subsidized by Government (over $400M annually)

1994 * Debt downgraded below investment grade, eliminating capital market access
¢ Severe drought impacted Puerto Rico

1995 « Commonwealth guarantee of PRASA's outstanding debt and future federal debt through Act
No. 45-1995

1995-2004 * PRASA’'s management goes under privatization:
— 1995-2002: Professional Service Group Inc/Compania de Aguas de Puerto Rico
— 2002-2004: Ondeo wins O&M water services contract

2004 « Operational restructuring through Act No. 92-2004:
— PRASA management transferred back to public sector
— Operations reorganized into five Regions and Infrastructure Directorate

2005-2006 * Rate increase implemented in two phases (128% on average across customer segments)
« Elimination of Government subsidies
« Bond anticipated financing obtained from private banks

2008 * Investment grade rating recovered, allowing return to capital markets:
— Master Agreement of Trust (MAT) was created
— $1.3B in revenue bonds issued to PRASA

2008-2012 ¢ Lines of credit from GDB and BANs used to finance PRASA's CIP

2012 ¢« MAT amended to enhance bondholder protections
* $2.1B in revenue bonds issued to PRASA

2012-2014 + Credit rating downgraded to “non-investment grade®
« Strategic Plan adapted to reduce dependence on bonds for CIP financing

2013 * Rate increase of 60% on average across customer segments
» $200M BAN loan to finance CIP

2015 « Severe drought required water rationing plan, resulting in decreased billings

2016 * “Revitalization Act” (Act no 68-2016) provided the issuance of up to $900M in new bonds
« PROMESA enacted in response to Puerto Rico’s financial and debt crisis
* Forbearance Agreements executed for deferral on federal debt payments

2017 ¢ Hurricanes Irma and Maria caused extensive system damage
« Series of modest rate increases adopted from 2018 to 2021

2019 * PRASA’s debt obligations re-programmed for SRF and RD loans

2020 « January 2020 earthquakes caused extensive system damage
¢ COVID-19 pandemic caused collection delays and suspension in service disconnection

Beginning in the early 1990s, due to an inability to control operating expenditures and implement
consistent, mod e st rate increases, t he Aut h oneetdl pfdtss
obligations, including paying debt service on its outstandi ng revenue bonds. As a result, the
Government provided the Authority with subsidies, including direct Government appropriations

WO
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to fund the Authorityds capital projects. Il n 19914
emergency, and its debt wasd o wngr aded bel ow investment grade, €

access to capital marketsat reasonable ratesto finance its CIP.

Between 1995 and 2004, to improve service andoverall efficiency, the Government and the
Authority engagedand contracted with private companies to manage, operate, and maintain its
System.In 2004 the Government enacted Act 92-2004 which transferred all responsibilities back
to the public sector. Post-privatization, and in efforts to allow the Authority to become more

autonomous, a two-phased rate increasewas implemented in October 2005 and July 2006; the
first rate increases in almost 20 years. | mplementation of the rate increase allowed the Authority
to meet all operational and debt service obligations without the need for subsidies from the
Government, which were discontinued shortly thereafter. However, the Authority still faced

challenges in generating sufficient revenues to invest in its CIP. As such, the Authority covered
CIP costs through interim financing until 2008.

In 2008, the Authority recovered its investment grade credit rating and was able to access the

capital markets at reasonable rates The Authority raised $1.3billion in new senior lien debt in

March 2008 to finance its CIP and repay outstanding lines of credit. Also, $284 million of
PRASAG6s 1995 bonds were refunded f o$l6hilioh.ot al bond

Once the proceeds of the 2008 senior bondswere usedfor the construction of CIP projects, the

Authority continued to finance its CIP with interim lines of credit from the GDB and bond
anticipation notes (ABANsoO0O) from commerci al banks
of Trust (AMATO) was amended to enhance Dbondhol ¢
guarantees of repayment to senor bond holders by agreeing to a gross revenue pledge (i.e., senior

lien debt service would be paid ahead of theAuthority 6 s oper ating expenses). Th
the MAT allowed the Authority to issue $2.1 billion in revenue bonds (i.e., senior lien) in 2012, to

term out $1.1 billion in GDB and BANSs interim lines of credit , and to provide $350 million

additional funds for its CIP.

In 2013, a new rate adjustment was implemented, incorporating a new environmental,

compliance, and regulatory charge into the rate structure, to generate enough revenue to cover all

operating needs (i.e., expenses and debt service) at the time. In addition a$200 million BAN was

extended to the Authority by a syndicate of local commercial banks to fund its CIP costs until a

new, long-term bond issuance could be completed. The bond issuance was expected to be

completed during FY2014 but was neverexecuteddre t o downgrades in the Go\
ratings, |l eading to subsequent downgrades in the

From late 2012 through 2014, the major credit rating agencies gradually downgraded the
Authority 6 s dteamcredit ratings to non -investment grade territory, citing similar reasons for
the decision’®For exampl e, Standard & Poorodés justificatio

M ARel atively fragmented water and wastewater syst
capital needs, has resultedin high operational deficiencies;

1 Historically poor financial performance stemming from unwillingness to raise rates, deficient
billing and collection systems, and low liquidity ;

OMoodyds: downgraded from Bal to Ba2 on Dte BBrmbMarch 20181 3 ; S&P:
Fitch: downgraded from BBB- to BB+ on February 2014.
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1 Estimated $1.5 billion in identified capital improvements over the next five years, stemming
primarily from compliance -related mandatory projects, as well as other critical system
improvements .0!

The downgrade in the rating would have been worse if not for the recent rate increase that boosted
confidence i n nancia opAratibns. B Howeaver,dhe outcome was that the Authority
once again lacked access tghort-term and long-term capital markets at reasonable ratesin order
to finance its CIP, forcing it to suspend its CIP and accumulate approximately $150 million by
FY2016 in debt to its vendors and suppliers.

In 2016, the US Congress enacted the Puerto Rico Oversight, Management, and Economic
Stability Act (lPROMESA) t o head off Puerto Ricobs financial
the Financial Oversight and Management Board for Puerto Rico (t he fOver sorght Bo
i F O M)Bwhich provid esoversight to the Authority so that it may achieve fiscal balance.

In 2016, the Authority executed a Forbearance Agreementthat allowed for deferral of payments
on its federal debt until 2019, resulting in approximately $128 million in debt service relief .13In
2019, the Authority and PRFAFAA consummated definitive agreements that reprogrammed the
approximately $1 billion in federal debt . This resulted in $380 million in debt service relief over
the next ten years, $30 million in interest forgiveness, and renewed access to potential sources of
federal funding.

In recent years, the Authority, in collaboration with the Oversight Board, has made measurable

progress towards reaching fiscal sustainability. Successful implementation of fiscal measures,

such as mandated rate increases and more proactive and targeted collections practices, has

i mproved the Authorityds Howeaver,ropdrationalf deficianciesi slll posit
remain. If left unaddressed, they pose arisk to water quality , availability, and affordability for the
people of PuertoRico The Aut horityds history deshomterman@t es t he
long-term capital markets at reasonable rates in and of itself, is not a predictive formula that

guarantees longterm performance. Instead, the Authority must focus on achieving and

maintaining sustainability across management, finances, and operations.

14 Overview of the Authorityods system

In 2019, the Authority served a population of approximately 3.2 million residents and
approximately 5.2 million visitors. 14 The Authority is the sole provider of two distinct services in
Puerto Ricod clean water supply and wastewater managemend serving approximately 96 % and

11 Chapman, Theodore, fARatings Direct Summ

ary: PuertotaRlara o Aquedu
& Poords Rating Services, 26 March 2013

2fMoodyods downgrades Puerto Rico GO and related bonds to Ba?2,
Baa?Z2; outl ook negativebo, Moodyb6s I nvestors Service, 7 Febru

13 Drinking Water State Revolving Funds, Clean Water State Revolving Funds, and USDA Rural Development loan
program

14 Source: US Census Bureaui December 2019 estimates; Aerostar, AirDNA, Discover Puerto Rico, Smith Travel
Research
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59% of the population, 15respectively. As of June 30, 2019, PRASA had 1,232,526 active accounts,
of which 95% were residential accounts. Exhibit 1-2 provides a breakdown of customers by
category.

EXHIBIT 1-2: CUSTOMER BREAKDOWN BY CATEGORY

Government
—Commercial

Industrial

Residential

The Authority provides water and wastewater services throughout the island, which has an
approximate area of 3,535 mi2 (additional facts shown in Exhibit 1-3). Because PuertoRico is an
island with varied topography, dispersed demographic distributions, and a diverse mix of users,

the Authority has a fragmented and localized system of water sourcestreatment, and delivery (as
shown in Exhibit 1-4 and Exhibit 1-5). While a few facilities serve the large urban centers and
several adjacent communities in a single area,
of service capacity.

15 Remaining 41% of wastewater service customers usaeptic tanks and other forms of wastewater disposal (smaller
private effluent disposal systems).
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EXHIBIT 1-3: OVERVI EW OF THE INkRABFRORTURESY STEM

oty |
- ‘—"‘ o3 . “‘.? y

8 dams 113 Filter Plants 51 Wastewater Around 3,800 Over 20,000 miles
with 136 intakes, Plants treating auxiliary facilities: of pipes
producing ~200 MGD Tanks — 1,560
~540 MGD

Pump stations — 1,977
Water wells — 249

EXHIBIT 1-4: PRASA WATER TREATMENT PLANTS?6

Boundaries Plants Regions
—— Regional B Lake [ ] East
Municipality @ River D Metro
A Well || North
[ West
[ south
[ —  m—
- 30 km

16 Active faciltiesa s o f December 31, 2019, according to PRASAOs
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EXHIBIT 1-5: PRASA WASTEWATER TREATMENT PLANTS?Y?
Boundaries Plants Regions
Regional M Primary Mar 301(h) [ | East
Municipality A Secondary Mar | Metro
: A Secondary River [ North
L Y o S S D Tertiary River [] west
4 » Vs A T A . [ South
) 2 A ¢ Em M
- |y - . ooy NN —
s N = ¢ A2 7™ . 30km
Ay ’,“ A 4 A A $ \} A, Y
{A /«Z\ A i\/’\'; /jm \\ ,:\
¢ N 00 ~7
| TN A i o e [T
A SN S ¢ A
q A NS Ban
................ p ?”M : @ A
5,? /5 { \\j‘\ Pl SO
& \ \
' g (,\l\ " A = L“\Mi
””””””””” ) Af . » A 2
~ A = A < - T
. ¥ e P e

1.5 Governance and Organizational Structure

The Authority has adopted an organizational structure and governance model to better achieve

its mission, implement its Fiscal Plan, and improve operational efficiency and accountability.

Exhibit -6 s hows PRASAGs current Tiregleyndepainentssandeofficesst r uct u
to highlight are :

1 Strategic and Corporate Planning Department is responsible for the PMO that ensures
the successfulexecution of Fiscal Plan measures.| t \Water Recovery Office is specifically
responsible for all non-revenue water related measures

1 Infrastructure Department plans and executes the CIP,in collaboration and with the
support of the Finance Department.
1 Office of Environmental, Compliance, Health and Occupational Safety focuses on

providing quality water service and oversees compliance requirements related to the consent
decree.

17 Active faciltiesas o f December 31, 2019rmalG®datalaski ng t o PRASAG6s inte
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EXHIBIT 1-6: ORGANIZATIONAL STRUCTURE

15.1 Governing Board

An experienced Governing Board that is independent from direct political influence is essential
to ensuring the Board can effectively carry out its duties. Moreover, ensuring Board Members are
able to serve their entire term lengthd and not be replaced dueto changes in the political systemd
is essential to keeping consistency and institutional knowledge in the decision-making process.

PRASAO6s Governing Board is responsible for
by the Authority, including over all institutional policies, strategies and programs, budget and
capital improvement, executive and key management recruitment and removal, approval of union
contracts, major procurements, professional services contracts (beyond the materiality limits
awarded to the Executive President), and all contract changes (beyond the materiality limits
awarded to the Executive President).

Pursuant to Act No. 68-2016, which sets requirements for a diversified and professionalized
board, PRASAG6s Gov er ntructuged ® ;mcudadsevenanembers, gonsisting of four
Independent Directors appointed by the Governor (with advice and consent from the Senate), two
ex officio members, and one Consumer Representative, with the following qualifications:

1. One Professional Engineer licensed to practice in Puerto Rico with at least ten years of
experience

2. One attorney with at least ten years of experience in Puerto Rico andlicensed to practice in
the Commonwealth of Puerto Rico

One Corporate Finance Specialist with wide knowledge and experience in the field
One Professional with expertise in any field related to PRASA functions
The Executive Director of the Association of Mayors (ex officio member)
The Executive Director of the Federation of Mayors (ex officio member)

o0k w
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